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ABSTRACT 



Noting that out -of -school time and community school 



initiatives are operating in a rapidly changing policy context and that 
tobacco settlement funds provide a flexible, significant inflow of new state 
revenue, this strategy brief provides policymakers, community leaders, and 
program developers with background information on the tobacco settlement 
revenues and the policy decisions that each state must make to manage and 
allocate the funds. The brief also includes strategies that out-of -school 
time and community school leaders can use to access tobacco settlement 
revenue and highlights examples of how states are allocating tobacco 
settlement dollars to support school-age children and youth. Policy decision 
points for states are discussed in the following areas: (1) 

management /governance structure; (2) spending versus saving tobacco 
settlement revenue; and (3) substantive allocation of the revenues. The brief 
presents four strategies for accessing tobacco settlement funds: (1) making 

the case for tobacco funds to support out-of -school time programs; (2) 
accessing tobacco dollars to fund other supports and services for school-age 
children and youth; (3) using tobacco funds to build infrastructure; and (4) 
joining with others to influence decisions on how revenues are spent. For 
each strategy, examples of programs in various states are described. The 
brief concludes with contact information for additional organizational 
resources. (KB) 



Reproductions supplied by EDRS are the best that can be made 
from the original document. 
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Adapting to Changing Conditions: Accessing 
State Tobacco Settlement Revenue for 
Out-of-School Time and Community 
School Initiatives 



Strategy Brief 



O ut-of-school time and community school 
initiatives are operating in a rapidly chang- 
ing policy context. The rapid growth in fed- 
eral funds supporting community school efforts, 
reforms in health care and education, and the upcom- 
ing reauthorizations of the Temporary Assistance for 

By Carol Cohen and Needy FamUies {TANF) block S rant 
Victoria Wegener and the Elementar 7 Secondary 

Education Act, all affect the prospects 

for long-term sustainability of these initiatives. 
Critical to the success of out-of-school time and com- 
munity school initiatives will be their ability to adapt 
to a changing fiscal and policy context and to position 
their initiatives to respond to state and local decision 
makers' priorities. 

As a large new funding source for states and com- 
munities, tobacco settlement revenues are one such 
factor to significantly shape the context for out-of- 
school and community school initiatives. Since 
December 1999, states have begun receiving pay- 
ments from the tobacco industry that are projected 
to total $250 billion over the next 25 years. 
Decision making on the management and allocation 
of the tobacco settlement revenues began in most 
states during their 1999 and 2000 legislative ses- 
sions and can be expected to be the subject of con- 
tinuing annual decision making in most states. 
Several states have not completed their initial deci- 
sions on allocation of the tobacco settlement funds, 
and even among those that have, funding priorities 
and allocation mechanisms may change over time. 
Therefore, it is important that policy makers, com- 
munity leaders, and program developers understand 
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how these decisions are being made in their state, 
and by whom, in order to take advantage of this 
potential source of funding. 

Tobacco settlement funds provide a significant 
inflow of new state revenue that can be used very flex- 
ibly, making this an unprecedented opportunity for 
states to think about new approaches to funding sup- 
ports and sendees for school-age children and youth. 
The flexibility of these dollars permits states to poten- 
tially fund both out-of-school time programs 1 and a 
range of other supports and services such as health care 
and smoking prevention and cessation — which are 
often provided in community schools. In addition, 
states may choose to use these funds to build system- 
wide infrastructure to support the sustainability of chil- 
dren and youth programs and services. Furthermore, 
the long-term nature of this funding stream provides 
opportunities for policy makers and community pro- 
gram leaders to position out-of-school time and com- 
munity school initiatives for funding over time. 

This strategy brief provides policy makers, commu- 
nity leaders, and program developers with background 
information on the tobacco settlement revenues and the 
policy decisions that each state must make to manage 



1 We define out-of school time programs to include extended learning 
programs and services for school-age children (ages 5 to 18) during 
non-school hours — before and after school on weekends , on holidays, 
and/or over the summer. A variety of services are provided in these 
programs, including academic enrichment, school-age care, youth 
development, recreation, and mentoring Progams can be located 
within a school recreational facility, community center, library, faith- 
based organization, or at a facility of a community-based provider. 
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and allocate the funds. It also includes strategies that 
out-of-school time and community school leaders can 
use to access tobacco setdement revenue and highlights 
examples of how states are allocating tobacco settlement 
dollars to support school-age children and youth. 

Background on the Tobacco 
Settlement Revenues 

In 1994, a number of states filed lawsuits against 
tobacco manufacturers seeking reimbursement for 
their Medicaid and other smoking-related health 
costs. On November 23, 1998, the Attorneys General 
—of 46 states, the District of Columbia, and several 
other U.S. jurisdictions 2 signed an agreement with the 
five largest tobacco manufacturers 3 known as the 
Master Setdement Agreement. This agreement setded 
the states’ cases with large cash payments in exchange 
for the states relinquishing any and all future claims 
seeking damages for tobacco-related medical expenses. 
The tobacco industry had previously reached similar 
separate agreements with the four other states. 4 

As a result of these agreements, the states will 
receive annual payments from the tobacco companies 
that are expected to total approximately $250 billion 
over the next 25 years. 5 However, considerable uncer- 
tainty exists about the precise amounts that states will 
receive in the future. Under the Master Setdement 
Agreement, the total annual payments to be paid by 
the tobacco industry are based on a complex calcula- 



A few states have yet to completely 
decide how to allocate the tobacco 
settlement dollars. 

■ Missouri and Pennsylvania will probably defer deci- 
sions until the 2001 legislative session. 

■ In November, voters in Arizona, Arkansas, Montana, 

Oklahoma, and Utah passed ballot measures on how 
tobacco funds should be managed and allocated. 
Oregon citizens voted against two ballot measures that 
proposed allocating tobacco funds to finance health 
programs. , :v: _- 



tion, including, among other factors, the consumer 
price index and the amount by which domestic tobac- 
co production declines. As these factors vary over 
time, so will the amounts that each state can expect to 
receive based on its share of the total. 6 Nevertheless, 
the projected payments can be expected to add signif- 
icandy to state resources. 

Policy Decision Points for States 

State and local policy makers have many decisions to 
make concerning the tobacco setdement revenues. 
These range from how the funds will be managed to 
which specific programs will be funded in a particular 
year. Each of these decisions direcdy affects the ability 
of out-of-school time and community school iniria- 
tives to tap this funding source. How these decisions 
are made differs in every state, so it is critical to be 
aware of and follow the decision process in your state 
and, when appropriate, at the city and county level. 7 
Some of these decisions may have already been made 
in your state, while others may be under debate, or 
may arise in the future. No matter where your state is 
in the decision making process, the key is to learn this 
information now. 



2 Puerto Rico , the U.S. Virgin Islands \ the Northern Mariana Islands ; 
and Guam. 

3 Brown & Williamson Tobacco Corporation LoriUard Tobacco 
Company, Philip Morris Incorporated R J. Reynolds Tobacco 
Company and Ligget & Myers. 

4 Florida, Minnesota, Mississippi, and Texas. 

5 For estimates of tobacco settlement payments to the states, see 
http:Htobaccofreekids.orgjresearchlfactsheetsIpdflQ069.pdf. 

6 Each states annual allotment represents a fixed share of the total pay- 
ments. The state shares are based on a formula that accounts for each 
states total historical health spending. 

7 In California and New York, the settlement agreement directs a per- 
centage of the payments directly to cities and counties. California 
divides tobacco settlement funds as follows: 50 percent to the state for 
appropriation, 40 percent to the 58 largest counties by population, 
aiul 10 percent divided evenly among the cities of Los Angeles, San 
Diego, San Francisco, and San Jose. The states 50 percent was 
deposited in the General Fundand not earmarked New York divides 
tobacco settlement funds as follows: 50 percent to the state, 27 percent 
to New York City and 22 percent to be distributed by formula to the 
states other 57 counties. 
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D ecisions on the disposition of the tobacco settlement revenues are taking place within state (and, sometimes, local) poli- 
cy making processes. State poiicy makers must take a number of actions to ensure receipt of their share of the tobacco 
settlement revenues and to decide on the ultimate allocation of the funds. To address these issues, state policy makers need to: 

A Establish the financial arrangements and governing mechanisms that determine where the monies are held and 
who has control over them. For example, states may choose to create a trust fund, endowment, or foundation to manage the 
revenues, or simply to manage them as part of the general fund. 

B. Decide how much to spend and how much to save. The nature of this new revenue stream presents policy makers with 
a tradeoff between spending the revenues today, saving the monies— and accruing investment earnings by doing so — for the 
future, or doing some of each. 

C. Make the substantive decisions on how the revenues will be allocated. The bottom-line question for many is how 
the tobacco settlement revenues will be spent — that is, what purposes, programs, services, or projects will be funded with the 
money. 

While these policy decisions are conceptually distinct, in practice they are often intertwined. For example, the establishment of a 
trust fund may be accompanied by rules governing the amounts that will be spent, the purposes for which funds can be expended, 
and who is authorized to make the allocations. Thus, while decisions on the substantive allocation of the revenues are clearly impor- 
tant to the funding of out-of-school time or community school initiatives, choices concerning management/govemance structures 



and saving versus spending also have implications for the extent to which these programs will benefit 



As noted above, many states have already made 
their initial decisions about a structure for manag- 
ing and governing the tobacco settlement revenues. 
Nevertheless, it is important to understand the 
range of choices that have been or may be consid- 
ered, and their potential benefits and drawbacks . 8 
The following section describes the different deci- 
sions that states can make in managing, saving ver- 
sus spending, and allocating tobacco settlement 
dollars and discusses considerations for the various 
options. 



A. Decisions on management/ 



governance structure 



States are using a variety of financial arrangements to 
manage the tobacco settlement funds. Nearly all of the 
states are choosing to segregate these funds to some- 
extent, and the most popular choice has been to estab- 
lish trust funds for some or all of the money. The most 
common mechanisms for managing and disbursing 
the settlement monies and their key features are 
described in this section. The choice of a management 
structure determines who will control the tobacco set- 
tlement revenue allocations; this will impact to whom 
out-of-school time and community school leaders will 
need to make the case for accessing these funds. 



8 Adapted from: Using Tobacco Settlement Revenues for Children’s 
Services: State Opportunities and Actions by Lee Dixon , Patrick 
Johnson , and Nicole Kendell, National Conference of State 
Legislatures and Carol Cohen and Richard May The Finance 
Project, October 1999. 



Trust funds. Trust funds are separate accounts in the 
state treasury. Decisions on funds received or expend- 
ed by trusts are generally made through legislative 
appropriation. The purposes of a trust tend to be 
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broadly defined. Whereas other financial management 
mechanisms may be designed to preserve all or a por- 
tion of the funds for investment purposes, the princi- 
pal in a trust typically — but not always — is available 
for expenditure. 

Endowments. Endowments are similar in structure to 
trust funds. However, endowments tend to be more 
permanent, in that a base amount of principal is usu- 
ally preserved, and only the interest earned on this 
base is expended. Boards are often chosen to set prior- 
ities for and manage the expenditure of funds from an 
^endowment. Because these boards can have an impor- 
tant influence on the ultimate use of endowment 
funds, community leaders and program managers will 
want to be mindful of the make-up of these boards. 

Foundations. Foundations are independent non- 
profit, philanthropic entities that receive and disburse 
funds according to their charter. Foundations operate 
outside the legislative process and answer only to the 
enntv outlined in their charter. 



WHERETO BEGIN 



For more information on the status of 

tobacco settlement funds in your state, 

check the following resources: 

■ State legislature 

■ Governor’s office 

■ Center for Social Gerontology’s website tracks tobacco 
settlement legislation in each state: http://www.tcsg.org 

■ Advocacy organizations such the Center for Tobacco- 
Free Kids and the Children’s Defense Fund can 
provide information on key advocacy organizations 
in your state: httpyAobaccofreekids.org/ and www. 
childrensdefense.org 

■ The National Conference of State Legislatures’ Health 
Policy Tracking Service is monitoring state tobacco set- 
tlement legislation and activities in each state: 
www.ncsl.org/programs/healthAobacco.htm 
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General Fund/Other Existing Funds. Rather than 
creating new financial structures for managing tobac- 
co settlement funds, several states — including 
Connecticut, New Hampshire, New Jersey, and 
Vermont — are placing tobacco settlement revenues in 
the General Fund or other existing funds. In general, 
this option places these monies under the same rules 
as other monies in the fund (i.e., expenditures are typ- 
ically determined through the regular appropriations 
process), although some states have put special restric- 
tions on the tobacco dollars. 

Considerations: 

■ Endowments and foundations tend to be more per- 
manent. while the terms of a trust fund may be 
more easily altered. If the discussion of tobacco set- 
dement revenue allocations in your state is favorable 
to funding out-of-school time and community 
schools, then a more permanent structure may be 
advantageous. If the current environment is not 
favorable, then establishment of a trust fund may 
allow decisions on permissible uses of the funds to 
be revisited in the future. 

■ Separating the funds through a trust fund, endow- 
ment, or foundation allows them to be more easily 
earmarked for specific purposes or uses. This strate- 
gy can protect against the funds being mingled with 
other resources and used for general purposes such 
as roads or tax relief. However, even when trust 
funds or other structures are established with pur- 
poses that are favorable to out-of-school time and 
community school initiatives, advocates will need to 
be vigilant that the funds are actually used for these 
purposes and not diverted to other uses. 

■ If your state legislature is sympathetic to out-of- 
school time and community school programs, then 
a trust fund or general fund approach where deci- 
sions are made through the appropriations process 
may be advantageous. If the legislature is not favor- 
ably inclined to these programs and approaches, 
then it may be better to advocate for an option with 
an independent governing body where you can 
influence who is selected for that body. 
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Considerations: 

■ The terms of the tobacco settlement agreement 
present a risk for states, since future payments are 
not guaranteed and may not be as large as expected. 
While this uncertainty provides a rationale for get- 
ting the money up front, it also argues for planning 
for the future by saving and investing. 

■ A savings approach can help ensure that funds from 
the tobacco settlement are available for continuing 
and growing investments in prevention over the 
long term. Additionally, if out-of-school time and 
community school initiatives need time to develop 
political support, then a savings approach preserves 
revenues for future allocations that may be favorable 
to these purposes. 

C. Decisions on the substantive 
allocation of the revenues 

Governors and state legislatures are ultimately respon- 
sible for allocating the tobacco setdement revenues, 
and many proposals and decisions — especially on the 
broad purposes for which the funds will be used are 
being made at that level. However, in many states, 
committees, commissions, or task forces have been 
created to solicit information from the public and to 
advise the governor and legislature on how the funds 
should be used. (See examples on Alabama’s Childrens 
Policy Councils and Wyoming s Tobacco Setdement 
Working Committee.) 

During the 1999 and 2000 legislative sessions, 
states introduced and moved to enact legislation that 
allocated tobacco setdement dollars for a variety of 
purposes (see Table 1). This legislation can be grouped 
into several categories according to the purposes it 
addresses. Broadly defined, these include: health 
(including children’s health, elderly services, health 
research and the uninsured); tobacco use prevention 
and cessation; childrens services and welfare; K-12 
education; tobacco farmers and communities; cancer 
research; seniors; and other non-health related uses 
(including debt reauction, highway improvement, 
water resource and flood control projects). 



Establishing an endowment indicates the intent to 
preserve some or the entire fund’s principal, while 
the choice of other structures may imply that the 
revenue will be spent as it is received. The trade-offs 
in spending versus saving the revenue are discussed 
below, but the choice of a management/governance 
structure will often be accompanied by decisions on 
spending versus saving. 



B. Decisions on spending versus 
saving tobacco settlement revenue 

States have the choice of spending the tobacco settle- 
ment revenues as they are received,- saving them, or 
doing a combination of both. Through such choices, 
a state can dramatically affect the amount and avail- 
ability of revenues. 9 

There is an inevitable trade-off between spending 
more now and less later and spending less now and 
more later. Spending the payments as they are received 
obviously allows states to direct these resources to 
meet current needs. On the other hand, saving some 
or all of the payments and investing them allows the 
body of funds to accumulate and compounds the 
returns that can be earned. This approach results in a 
state having less money to spend now and a greater 
total amount to spend later, compared to what would 
be available if the funds were spent as they were 
received. However, investment earnings from tobacco 
funds can provide a spending source that in and of 
itself may be enough to support some programs. 

Some states have also considered issuing bonds 
backed by the settlement payments. In this approach, a 
state would get its entire amount of settlement funds at 
once by issuing bonds that would be repaid out of future 
payments. Here, the state would receive a reduced 
amount of money in exchange for taking its payment as 
a lump sum up front. This approach presents the state 
with the option of spending even more of the settlement 
money now than would otherwise be possible. 



For an example of bow available revenue changes under different sav- 
ings scenarios, see Using Tobacco Settlement Revenues for Childrens 
Services: State Opportunities and Actions by Lee Dixon, Patrick 
Johnson, and Nicole Kendell, National Conference of State 
Legislatures and Carol Cohen and Richard May The Finance 
Project, October 1999. 



The Finance Project 



Volume 1, Number 6 • Decemeber 2000 



TABLE 1 



1 999 and 2000 State Allocations 
of Tobacco Settlement Funds, 
by Category 



Purpose 


Number 
of States 


Amount 

Spent 


Health care services 


38 


$3.53 billion 


Other uses 


16 


$1.36 billion 


Smoking prevention 


35 


$754 million 


Tobacco grower support 


6 


$536 million 


Children and youth 


10 


$534 million 


Budget reserves 


11 


$496 million 


Education 


14 


$483 million 


Long-term care 


12 


$269 million 


Research 


13 


$207 million 



Source: National Conference of State Legislatures 



How state legislatures allocate tobacco settlement 
funds may vary from year to year, according to state 
fiscal needs. For example, as the economy slows and 
state revenues begin to fall — especially in states that 
are heavily dependent on sale tax revenue — there may 
be some discussion of using tobacco settlement funds 
to fill budget holes rather than to support programs 
and services serving children, youth, and their fami- 
lies. In addition, states may use tobacco funds to sup- 
plant current state spending rather than to supple- 
ment the range of supports and services provided in 
the state. Thus, it will be important for community 
leaders and program developers to follow how your 
state allocates tobacco settlement funds for the lifetime 
of the settlement agreement. 

Once state leaders have decided on the broad pur- 
poses for which the revenues will be used, specific allo- 
cations may be made by a variety of other decision 
makers. For example, funds may be distributed 
through an existing state agency, such as the health 
department; through an independent foundation or 
other board set up specifically to handle the setdement 



funds; or distributed to local jurisdictions to disburse. 
Out-of-school time and community school leaders 
need to be aware of the entities and officials responsi- 
ble for allocating the tobacco settlement funds and the 
processes they will use for doing so (e.g., funding pro- 
grams through a formula, making grants available on 
a competitive basis) in order to develop their strategies 
accordingly. 

Considerations: 

■ Your states political climate toward out-of-school 
time and community school programs should help 
you determine whether to advocate funding specif- 
ic childrens populations (e.g., low-income children 
or children ages 5 to 13) or services (e.g., school-age 
care) versus broader supports and services for chil- 
dren and youth. 

■ A key to influencing decisions on the allocation of 
the tobacco settlement revenues will be to join with 
others in coalitions. This could include groups of 
out-of-school time and community school leaders, 
broader groups of children’s and human service 
providers and advocates, and others interested in 
promoting preventive programs and approaches 
(see Strategy 4). 

■ Allocations for specific purposes — such as for 
smoking prevention programs aimed at underage 
smokers— even if anticipated to be delivered 
through out-of-school time and community school 
initiatives, may limit programs’ flexibility to provide 
comprehensive community-based services for chil- 
dren and youth. 

■ In some cases, broader statements of purpose — such 
as Kansas’s goal of funding services or programs that 
are “...directly or indirectly beneficial to the physi- 
cal and mental health, welfare, safety, and overall 
well-being of children...” — may better serve out- 
of-school time and community school initiatives. 
Advocating for broader statements of purpose 
ensures flexibility to respond to changing needs; 
however, it does not ensure that a particular service 
or program will be funded. 
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Tobacco Settlement Revenue tor Oitt-ot-Schooi i nne ana 




WYOMING’S TOBACCO SE IX I ±A1 ENT WORKING^COMMl l l ti!. ^ 



T he Wyoming legislature created the Tobacco Settlement Trust Fund, into which all their settlement funds will be 
deposited. Interest from tne trust fund will be spent only for purposes related to the imorovement of the health of 
Wyoming's citizens. The legislature did not allocate dollars to specific programs: rather, a special committee Tobacco 
Settlement Working Committee— was appointed by the governor to make recommendations to the governor and legisla- 
ture on the allocation of funds in the 2000 legislative session. The committee includes representatives from the state gov- 
ernment, health associations, tobacco use prevention advocacy organizations, child advocacy organizations, and tobacco 
coalition members. 

After looking at the needs of the population in Wyoming and the research on prevention strategies, the committee 
developed a document, A Strategic Blueprint for Tobacco Use Prevention in Wyoming, which lays out eleven key elements 
in deciding how to designate tobacco settlement dollars. The blueprint, which has been adopted by the legislature, 
includes community programs (after-school and before-school programs), youth leadership and involvement, and school- 
based efforts as funding priorities for prevention efforts. In the document, the committee states that youth involvement in 
prevention activities and in school and community leadership roles can provide protective benefits to reduce the risk that 
a child will engage in experimentation or convert to regular tobacco use. The committee also states that school-based 
efforts that coordinate with community and media interventions are more likely to succeed. 

Making the connection between tobacco settlement dollars and prevention programs, such as after-school programs, 
is critical when working to influence the allocation of the funds. The Wyoming Committee members focused on high- 
lighting the beneficial outcomes of prevention programs using credible research to emphasize the social and economic 
benefits of these programs. The committee enlisted professionals with research backgrounds to synthesize the important 
facts and create short soundbites to communicate their message to the legislature. 

For more information, contact: Dr. Diane Galloway, Substance Abuse Division, Wyoming Depanment of Health, at (307) 777-6494 
or dgallo@state.wy.us. Wyoming's Strategic Blueprint can be downloaded at http'S/wyoming.paxis.org. .. 



Strategies for Accessing Tobacco 
Settlement Funds 

This section presents four strategies to assist poli- 
cy makers, community leaders, and program 
developers in accessing tobacco settlement funds 
for out-of-school time and community school ini- 
tiatives and discusses considerations for use of 
each strategy. 

Depending on the allocation decisions in your 
state, out-of-school time and community school 



initiatives may be able to tap tobacco settlement 
funds targeted directly to out-of-school time pro- 
grams (Strategy 1). Alternatively, initiatives may 
be able to support school-age children and youth 
through legislation that funds a range of other 
support and services — for example, health or 
tobacco use prevention (Strategy 2). In some states 
and communities, building support for system- 
level infrastructure costs may be a top priority, and 
out-of-school time and community school leaders 
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